ROOM 


This 


Work and 


Inflation, Economic Growth, 
and the Bite page 


Current Charts and Statistics page 


RESERVE BANK 
KANSAS 


UNIVERSITY CHIGAN 
GENERAL LIBRA 


ans 
KANS. 
2 0 
Peay 
4 
; 


able the public without charge. Additional 

copies any issue may obtained from the 

Research Department, Federal Reserve Bank 

Kansas City, Kansas City Missouri. Permission 

granted reproduce any material this 
publication. 


+ 


CONOMIC has continued recede 

during the early months this year from 
the peak levels attained the third quarter 
1957. Most major components demand 
have declined, with the dominant weakness 
centered producer and consumer durable 
goods. Accompanying these declines final 
purchases, business has continued liquidate 
inventory. consequence, the total output 
goods and services during the first quarter 
this year continued fall. 

demand and output have moved down- 
ward, labor requirements the economy 
also have weakened. Employment has been 
declining since the summer 1957 and was 
reduced sharply the initial months this 
year. Civilian employment was down 62.3 
million March. year earlier, during 
period when employment was record levels, 
the number reached nearly 63.9 million. Thus, 
the number persons “at 
those temporarily absent because vacation, 
and the like—has fallen more than 
million over the year, according the 
Bureau the Census. 

line with these developments, payrolls 
and personal income have declined. Wage 
and salary payments March were about 
$233 billion seasonally adjusted annual 
down 3.5 per cent from the summer 
peak last year. Total personal income, bol- 
stered rising unemployment benefits and 
farm income, has held relatively better and 
was above the year-ago rate during the first 
quarter. Purchasing power was down, how- 
ever, since the increase dollar income was 
more than offset higher prices. 
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Accompanying the decline output and 
employment, the volume unused resources 
has continued mount. industries pro- 
ducing major materials, for example, output 
has dropped about one fifth since January 
1957, with the decline being especially rapid 
during recent months. Meanwhile, capacity 
these same industries was more than 
per cent greater the beginning the cur- 
rent year than January 1957. 

But the widening margin unused re- 
sources also evident another, more sig- 
nificant, dimension—unemployed labor. 
mid-March, the total number persons “look- 
ing for work” reached 5.2 million, marking 
increase 2.3 million over the number year 
earlier. matter fact, this sharp rise 
unemployment the chief cause economic 
—as well political—concern over the current 
recession. 
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The nature recent adjustments the la- 
bor market, including labor force growth, the 
pattern employment decline, and the ac- 
companying rise unemployment, deserves 
careful attention. addition, useful 
know more about the unemployed. For ex- 
ample, who are they? Where did they work? 
How long have they been without jobs? 
Finally, with the impact the last two re- 
cessions fairly clear the minds most 
adults, the question how closely current 
employment and unemployment conditions 
resemble those 1949 and 1954 relevant 
well great interest. 


Recent Developments the Labor Force 


Force Growth. For the first quarter 
the current year, the total labor force (in- 
cluding Armed Forces) averaged about 700,- 
000 above the level the corresponding 
period 1957. This rate growth about 
what may expected the basis long- 
range trends. general, participation the 
labor force has declined from recent advanced 
levels with the diminished demand for labor. 
Among women, the participation rate—which 
measures the proportion the adult popu- 
lation the labor force—has continued ad- 
vance, however. March this year, the rate 
for women was 35.4 per cent compared with 
35.1 per cent year earlier. This advance was 
due further increase participation 
women between the ages and years 
—the most important group labor force 
growth since World War II. 

contrast, the rate for men fell nearly 
percentage point during the year 81.1 
March. Reduced participation evident 
among boys years old, who are pre- 
sented with fewer job opportunities. Among 
older men, labor force rates are down sharply 
also, partly due retirement those eligible 
under Social Security and other pension sys- 
tems the demand for labor has dropped off. 
@The Pattern Employment Decline. Re- 


duced employment over the year which ended 
March 1958 was centered nonfarm 
tivities, although some further decline 
cultural employment occurred. Most the 
drop the latter category was composed 
self-employed farmers and their unpaid family 
helpers. Apparently the long-run decline 
agricultural employment continuing, despite 
the current weakness nonfarm activities, 

nonfarm establishments, the cyclical peak 
employment was reached August 
March, employment had declined 
per cent, seasonally adjusted basis. Em- 
ployment developments this broad sector 
the economy have been highlighted 
tions manufacturing. Major cutbacks have 
centered durable goods firms, although non- 
durable goods producers and some 
facturing activities have had reduced labor 
demands. 

Firms producing hard goods, which char- 
acteristically are subject wide fluctuations, 
employed 8.7 million persons March. 
its recent high late 1956, the number 
their payrolls reached million. Thus, the 
decline has amounted per cent from the 
high and more than per cent since last 
summer. Job curtailment durable goods in- 
dustries has been heaviest autos, the ma- 
chinery industries, and primary and fabricated 
metals. Over the past year, employment 
ductions the aircraft industry also have 
been large, although there has been little 
change recently. These industry groups 
—transportation equipment, machinery, and 
metals—have sustained loss about 
lion jobs over the year. 

Among other major categories, employment 
reductions have been more moderate, 
though relative declines both mining and 
construction were high. terms jobs lost, 
however, cutbacks 200,000 more 
occurred nondurable goods factories, con- 
tract construction, transportation, and trade 
between August 1957 and March 1958, after 


7 


seasonal correction. Combined employment 
these industry groups, together with min- 
ing, has been reduced more than million, 
per cent, over the 7-month period. Also, 
there were fewer jobholders these catego- 
ries than March 1957. 

the other hand, several industry groups 
recently have experienced rather stable 
rising employment. Government employment 
increases state and local teach- 
ing and construction personnel—has provided 
most the gain, has continued expand 
from last summer and nearly per cent 
over the year. Service industries employment 
was about per cent larger than March 
last year. This about equal the annual rate 
gain which has characterized service ac- 
tivities earlier postwar years, although the 
change since last summer has been fractional. 
Similarly, employment the finance, insur- 
ance, and real-estate groups has maintained 
its long-term movement upward over the year 
but has been rather stable during the last 
several months. 

The importance service and distribution 
industries source employment has been 
increasing for several years. 1954, the num- 
ber persons engaged these industry 
groups surpassed the number work com- 
modity producing industries. Employment 
trade, services, and government was stable 
rising the two earlier postwar recessions. 

general, employed persons worked short- 
hours the early part this year than 
year ago. Many companies have made the ad- 
justment lower production levels short- 
ening the workweek, well reducing 
employment. The number regular full- 
time workers part time because eco- 
nomic factors mounted the highest level 
the postwar period March. About 2.3 
million persons were that category, in- 
crease million from March 1957. With 
part-time employment being increased and 
overtime being reduced, the average length 


Monthly Review May 1958 


and Looking for Work 


the workweek has declined. nonfarm in- 
dustries, workers averaged 39.7 hours the 
March survey week, compared with 
hours the corresponding week last year. 
covery from the mild recession 1953-54, the 
volume unemployment held steady rather 
low levels. During the first half 1957, al- 
though the statistical level shifted upward due 
modifications definition, seasonally ad- 
justed unemployment displayed little net 
change. Later, the pace economic ac- 
tivity slowed down and its direction reversed, 
the number without jobs began climb. 

January and February this year, un- 
employment rose sharply, the business re- 
cession accentuated the usual large midwinter 
declines employment. While uncommonly 
bad weather many parts the country 
probably magnified some increases, the un- 
employment total reached postwar high 
5.2 million during the survey week mid- 
February. Even after taking account nor- 
mal seasonal variation, the rise unemploy- 
ment during the first months the current 
year was quite sharp. March, the increase 
was more modest. The jobless rolls March, 
however, were larger nearly million per- 
sons than they had been midsummer 1957. 

While the volume unemployment 
March was higher than any other time 
during the postwar period, the size the 
labor force also was larger. Consequently, 
the unemployment rate, the per cent 
the civilian labor force without jobs, has not 
exceeded the postwar record. The seasonally 
adjusted unemployment rate March 1958 
was per cent. While higher than the peak 
per cent reached during the 1954 decline, 
the March rate was about equal the peak 
rate 1949, which was close per cent 
comparable basis. 

With population and the labor force grow- 
ing, evident that additions unemploy- 
ment may arise from the inability new labor 
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force entrants obtain jobs, well from 
the decline employment. During period 
falling demand for labor and contracting 
employment opportunities, both factors con- 
tribute the rise unemployment. the 
current recession, while labor force growth 
has added the ranks the unemployed, 
the reduction employment has been 
greater significance. 


LABOR FORCE CHANGES, MARCH 1957-58 
(Thousands persons years age and over) 


Civilian 
Labor Force Employment Unemployment 
Men +290 —1,500 
Women +470 —50 +520 
Total +760 —1,550 +2,310 


The net increase the civilian labor force 
between March 1957 and March 1958 was 
about 760,000. Meanwhile, employment fell 
more than 1.5 million, producing the in- 
crease 2.3 million unemployment. More 
than three fifths the additions the labor 
force were women and, since female employ- 
ment declined only slightly, the increase 
unemployment among women was represented 
almost entirely labor force growth. For 
men, however, the picture dramatically dif- 
ferent. the nearly 1.8 million jump un- 
employment, about per cent came from re- 
duced employment. 


The Unemployed, Early 1958 


@Who are the Unemployed? Not only are 
more men than women unemployed, but also 
the rate idleness among men has advanced 
more rapidly. While 6.6 per cent the fe- 
male labor force was idle March, the rate 
among men reached 8.2 per cent. year 
earlier, the rate for each sex was 4.3 per cent. 

Increasing unemployment has been most 
serious among young men and among married 
men. Among men between and years old, 
unemployment jumped one and third times 
during the year ended March 1958, while 
the 25-34 age group the increase was even 


greater. Unemployment rates for the two 
groups were about per cent and per cent, 
respectively, March this year. Altogether, 
the younger male workers—those under 
accounted for half the unemployment, while 
they comprised nearly two fifths the male 
labor force. Unemployment among older 
men also substantially higher than last 
year, although the rate significantly below 
the average for all males. Retirements from 
the work force have acted restrain increased 
idleness among older men. 

About 2.3 million married men were with- 
out jobs March, compared with million 
year earlier. Their unemployment rate was 
more than doubled—rising from per 
cent the civilian labor force. This indicates 
more rapid increase over the year the 
rate among married men than among other 
men comparable age, part because the 
former are more heavily concentrated in: the 
industries making the largest adjustments. 
Despite the advance, however, the idleness 
rate among married men years old and 
over has remained below that for the entire 
civilian labor force. 

Among women, unemployment increased 
most significantly the important 35-44 age 
group. March this year, nearly per cent 
their number the civilian labor force 
was unemployed. Over the year, relatively 
large gains also occurred among those be- 
tween and years age. 

The more rapid growth unemployment 
among men reflects the nature the econ- 
omy’s production adjustments. The activities 
affected most the 
durable goods manufacturing, construction, 
transportation, and mining—are those which 
employ large proportion male workers. 
addition, these industries are highly union- 
ized and typical seniority provisions labor 
contracts have resulted widespread layoffs 
younger workers. the whole, the sectors 
which employ relatively large numbers 
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women have felt the impact the recession 
strongly. 

@Where Did They Work? The pattern 
employment declines naturally exerts strong 
influence the industrial and geographical 
composition unemployment. Workers for- 
employed plants producing durable 
goods comprised fourth total unemploy- 
ment March this year compared with only 
per cent early last year. All factories, to- 
gether with related activities such mining 
and transportation, contributed more than two 
fifths the total unemployment among ex- 
persons March. The industrial 
rates unemployment also reflect these ad- 
reached per cent 
among durable goods factory workers 
March—a threefold gain over the year. In- 
creases were especially large primary metals 
and transportation equipment, which reflect 
layoffs steel and auto plants. Among non- 
manufacturing activities, railroad workers ex- 
perienced the largest increase unemploy- 
ment with jump from 2.5 per cent March 
1957 per cent this year. Construction 
workers, still confronted with the seasonal low 
building activity, had the highest idleness 
rate March. 
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Since heavy industry has felt most keenly 
the impact the recession, the leading indus- 
trial states have incurred the major portion 
increased unemployment. This may 
demonstrated the statistics insured un- 
persons receiving unemploy- 
ment compensation. During recent weeks, the 
number collecting such payments advanced 
around 3.3 million. This level more than 
1.7 million above that year earlier. Six 
states, each with increases well over 100,- 
000 claimants, accounted for more than mil- 
lion the gain. These states are California, 
Illinois, Michigan, New York, Ohio, and Penn- 
sylvania. Large increases also occurred In- 
diana, Massachusetts, and New Jersey. 
@How Long Idle? The proportion those 
unemployed finding jobs during recent 
months has been relatively small. This slow- 
down hiring has been reflected marked 
increase long-term unemployment—those 
seeking work weeks longer. This group 
increased more than million February 
this year, after remaining well under the 
million level since late 1954. March, the 
number reached almost 1.5 million, surpassing 
the peak levels 1949 and 1954. 

The longer periods unemployment have 
been accompanied rising number 
claimants exhausting their unemployment in- 
surance benefits. Approximately 190,000 in- 
sured unemployed persons exhausted their 
benefits March, increase about 45,000 
over February 1958 and 75,000 above March 
1957. 


Patterns Three Recessions 


way further assessing developments 
the labor market thus far the current re- 
cession, comparisons with the behavior em- 
ployment and unemployment the early 
months the two previous postwar reces- 
sions are helpful. During the current contrac- 
tion, total employment declined sharply early 
this year, after beginning slide during the 
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latter part 1957. Similarly, following near 
plateau peak levels during the last half 
1948, employment dropped rapidly the 
first part 1949. the second postwar re- 
cession, over-all employment fell irregularly 
between the summer 1953 and the summer 
1954. 

terms the important nonfarm payroll 
employment figures—which measure employ- 
ment nonfarm establishments and account 


THE LABOR MARKET POSTWAR CYCLES 
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ior four fifths total civilian 
the decline has been more rapid currently 
than either the two earlier 
March, employment nonfarm establish- 
ments, seasonally adjusted, had declined 
per cent from the August 1957 level, 
pared with smaller declines the months 
following November 1948 and July 1953, 
Manufacturing employment fell about per 
cent between last August and March this 
year, following pattern weakness during 
early 1957. relative terms, this reduction 
about equal that 1948-49 and some- 
what larger than 1953-54 during compar- 
able 7-month periods. Employment non- 
manufacturing firms also has shown greater 
weakness during the current recession, with 
the most significant declines occurring con- 
tract construction, retail trade, and transpor- 
tation. 

the other hand, unemployment the 
current cycle has risen more slowly than 
the 1953-54 period but more rapidly than 
the 1948-49 recession. the beginning the 
second postwar recession, seasonally adjusted 
unemployment was the low level about 
1.5 million, reflecting the strong labor 
mands the Korean conflict. Seven months 
later, when the unemployment rate was more 
than twice that July 1953, the number un- 
employed was only slightly more than mil- 
lion. Subsequently, the unemployment rate 
moved upward nearly per cent. 

Although unemployment mounted rather 
slowly the 1948-49 recession, the postwar 
peak rate per cent the civilian labor 
force was reached the fall 1949, when 
about 4.4 million were idle. part, the 
tober 1949 peak unemployment was related 
strikes the coal and steel industries. 
During the current recession, unemployment 
has risen sharply, particularly the early 
months year, seasonally adjusted 
level 5.2 million. This again represented 
per cent the civilian labor force. 
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PROMINENT FEATURES the postwar 
economy the United States have been 
the impressive increases real personal in- 
come produced economic growth, and the 
price inflation the period. result 
these forces, annual personal income doubled 
between 1945 and 1957, increasing from 
$171.2 billion $343.4 billion. The advance 
total personal income during the 12-year 
period was partly the result price increase 
per cent, but after correction for price 
changes, there was rise per cent real 
income. 

During this same period, one the prin- 
cipal sources Federal revenue has been the 
individual income tax. This tax, which was 
greatly expanded during World War 
terms both sharply steepened rate struc- 
ture and the inclusion virtually all except 
the lowest income groups, has been retained 
the cornerstone the postwar Federal tax 
system. From approximately per cent 
total receipts 1946, the individual income 
tax has increased relative importance until 
during fiscal 1957 yielded more revenue 
than all other sources combined, providing 
50.1 per cent budget receipts. Receipts 
from taxes individual incomes increased 
from $16.2 billion fiscal 1946 $35.6 bil- 
lion fiscal 1957, despite reductions rates. 

This exceptional growth receipts from in- 
dividual income taxes resulted partly from 
progressive tax rates which caused tax reve- 
increase more rapidly than money in- 
come, thereby placing growing share 
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TAX BITE 


total money and real income the disposal 
the Government. Even though tax rates 
now are somewhat lower than those the 
end the war, inflation alone has moved in- 
dividual incomes upward that the tax 
now applied some levels real income 
that were not taxed before, and many indi- 
viduals have been pushed into higher tax 
brackets. One result that the percentage 
total income paid income taxes 
somewhat greater than before rates were 
lowered. the process, the relative after- 
tax income position some income classes 
has shifted. 

This problem often has been considered 
from the standpoint the individual terms 
the increase money income that would 
have been required offset the change 
prices and income taxes. The desirability 
seeking capital gains and purchasing tax- 
exempt securities, compared with investments 
that yield regular income, and the develop- 
ment legal arrangements for avoiding taxes 
deferring income until after retirement 
reduce tax liability, have received stimu- 
lus from these changes. During periods when 
the pace inflation and growth rapid, 
expected that the search for solu- 
tions would intensified. 

The ensuing discussion seeks set forth 
the changes tax rates since the war and the 
manner which the effects legislated rates 
have been modified inflation and growth 
these years. Since data that would permit 
examination the adaptation taxable 
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incomes these changes are not available, 
necessary confine the review incomes 
they might have been raised the ad- 
vance prices and the general increase 
the supply goods and services. the ex- 
tent that this procedure shows results that are 
variance with the facts they are af- 
fected tax avoidance, probable that 
the greatest differences would the high- 
income levels. For this reason, the highest 
levels are not shown. And the rates the 
higher incomes that are displayed are thought 
avoided various legal actions, the 
rates taxation shown give clear indication 
the extent which motives for avoidance 
have been intensified inflation and growth. 

The progressive income tax founded 
the principle that individuals should taxed 
relation their ability pay. Since abil- 
ity pay believed increase more than 
proportionately income increases, higher 


incomes are taxed higher rates. Within this 
broad principle are many possibilities for 
variation—in the steepness with which rates 
increase relation income, the number 
tax brackets established, the size and 
type exemptions and deductions allowed, 
and even the definition income itself. 
Objective standards upon which these issues 
can resolved not exist, and therefore 
the characteristics the tax represent com- 
posite different views. 


Changes the Tax Rate 


tracing the relation taxes infla- 
tion and growth, necessary first note 
the changes legislated rates made Con- 
gress the postwar years response the 
changing objectives fiscal policy. Through- 
out the changes, the slope the rate curve 
—the degree progressiveness—has remained 
basically unaltered. 


Table PERCENTAGES INCOME PAID TAXES 
SELECTED INCOME GROUPS 


Rate for Net Income of* 


Income 


$1,000 


$3,000 $5,000 $10,000 $25,000 $60,000 
Single Individual with Dependents 
1944-45 19.5 22.1 42.4 594 
1946-47 16.2 18.4 23.5 
1948-49 6.6 13.6 16.2 21.2 34.4 49.6 
1950 7.0 16.9 22.0 35.6 
1951 8.2 16.6 19.3 249 39.9 57.1 
1952-53 8.9 18.1 21.0 272 438 60.3 
1954-57 8.0 16.3 18.9 244 39.2 56.5 
Married Couple with Two Children 
1944-45 15.1 38.8 57.7 
1946-47 6.3 18.6 52.0 
3.3 134 21.9 36.5 
3.5 142 22.7 378 
1951** 10.6 16.2 42.3 
1952-53** 11.5 17.7 28.0 46.2 
1954-57** 4.0 10.4 15.9 25.1 416 


after deductions but before exemptions. 
**Split-income basis. 
SOURCE: Statistical Abstract the United States and Commerce Clearing House, Master Tax Guide. 
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Tax rates, which reached their peak dur- 
ing the final years World War II, were 
lowered somewhat for the income years 1946 
and 1947 and further reduced for the income 
years 1948 and 1949. The 1948 law provided the 
lowest rate structure for the postwar period 
and, addition, authorized income splitting 
for married couples, resulting material re- 
duction the effective tax rates for most 
married persons, especially those the higher 
surtax brackets. The Revenue Act 1950 
initiated reversal the trend toward lower 
taxes successive rate increases were enacted 
for the years 1950, 1951, and 1952-53. the 
latter years, the percentages income paid 
taxes single individuals approximated those 
the peak reached during World War II, 
although the income-splitting device held the 
percentages paid married couples substan- 
tially below the wartime high. The Revenue 
Act 1954 provided reduced rates for the in- 
come year 1954 and these rates are still 
effect. Table shows the effective rates 
taxation for selected levels money income 
during the postwar years for single individuals 
with dependents and for married couples 
with two children, assuming standard deduc- 
tions. The effective rates taxation for single 
persons 1957 were roughly halfway between 
those effect the low point 1948-49 and 
those effect the peak 1945. For mar- 
ried couples splitting their income, the effec- 
tive rates 1957 were much further below the 
1945 level than for the single person. 


Impact Inflation and Growth the 
Over-All Effects the Tax 

During the period which these changes 
legislated rates were being made, prices 
rose per cent and accounted for the greater 
part the rise aggregate personal income. 
The remainder was accounted for increased 
production goods and services; however, 
since larger number persons shared 
this expanded output, the gains per adult 
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were much less than the aggregate data sug- 
gest. When total personal income current 
dollars divided the adult population, the 
increase money income per adult between 
1945 and 1957 was 75.5 per cent. Expressed 
terms constant dollars, thus eliminating 
the price factor, the gain real income per 
adult was 12.5 per cent. 

Because changes legislated rates during 
the postwar period tend obscure the ef- 
fects inflation and economic growth the 
operation the individual income tax, 
instructive first examine 
situation where tax rate changes have been 
eliminated, before proceeding examina- 
tion actual conditions. 


Hypothetical Example Employing 
Constant Tox Rates 


Table shows 1957 “real” and “current” in- 
come equivalents for selected levels 1945 
income, and the proportions these incomes 
which would have been paid taxes the 
1954-57 rates had applied throughout the 
period. The rates are shown for both single 
individual with dependents and married 
couple with two children. 

The first pair columns Table show 
selected levels taxable money income (in- 
come after per cent standard deduction but 
before exemptions 1945 prices and the pro- 
portions these incomes that would have been 
paid taxes had the 1957 rate schedule 
plied. The center columns show the amounts 
net money income which would have been 
required 1957 yield purchasing power 
equivalent each the 1945 incomes, to- 
gether with the 1957 rates taxation apply- 
ing these “real income equivalents.” 
determining the equivalents, assumed 
that individual money incomes have risen 
direct proportion the rise prices, that 
real incomes,or purchasing power, 
stant. The right-hand columns Table show 
hypothetical 1957 incomes reflecting both the 
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inflation and economic growth factors, to- 
gether with the tax rates applicable these 
“current income equivalents.” These equiva- 
lents were computed multiplying the vari- 
ous levels 1945 income factor repre- 
senting growth personal income per adult. 
For example, net money income $10,000 
1945 would have increased $15,600 
1957 constant purchasing power (or un- 
changed real income) were maintained. If, 
addition, the 12.5 per cent economic growth 
were added, the income would have risen 
$17,550. result this expansion in- 
come, individuals would have been placed 
higher tax brackets where they would have 
been required pay increased proportion 
their incomes taxes. 

Inflation Under Constant Tax Rates. Con- 
sidering first the inflation factor the hy- 
pothetical example Table this analysis 
reveals that rising prices, the absence 
rate changes, would have resulted ap- 


preciable increase the proportion money 
income paid taxes all levels income. 
And since the 1957 real income equivalents 
represent unchanged real income, the higher 
tax rate would have resulted decrease 
real disposable after-tax) income. The rate 
taxation $10,000 1945 net money income, 
for example, would have been 24.4 per cent 
(using 1957 rates) for the single individual 
with dependents, while the rate taxa- 
tion the 1957 real income equivalent 
would have been 30.3 per cent. The single 
taxpayer, therefore, would have surrendered 
additional 5.9 per cent unchanged 
real income taxes, and his real disposable 
income would have declined from $7,560 
$6,970. Since effective tax rates are lower for 
the family man, the loss real income would 
not have been great for the single indi- 
vidual. 

Deserving special attention the effect 
which inflation may have relative tax loads 


Table CHANGES THE TAX BITE RESULTING FROM HYPOTHETICAL 
INCREASES INCOME* 


1945, 


after deductions but before exemptions. 
Commerce Clearing House, Master Guide. 


1957, 


addition te. 

growth 
have 1945 
incomes 


And again, the 
tax 
income would 

have risen 


Income Equivalent) 


192 
17,550 32.3 
105,300 
3540 
10.9 


the low end the income scale. Individ- 
uals occupying the lowest income classes, 
where taxes are minimal nonexistent, may 
experience sharply increased tax load 
larger proportions their incomes are raised 
into the taxable zone. This illustrated 
the hypothetical example shown Table 
the case the family four with 1945 net 
money income $2,000. taxes whatever 
would have been paid this amount. The 
1957 real income equivalent $3,120, how- 
ever, carries tax obligation 4.6 per cent 
income. Thus, family that had not paid 
taxes previously would have been inflated into 
income position requiring tax pay- 
ment, even though its real income was un- 
changed, and consequently would have suf- 
fered reduction its purchasing power. 
and Economic Growth Under Con- 
stant Tax Rates. Allowance for average eco- 
nomic growth the period further increases 
the hypothetical 1957 income and, result, 
higher proportion that income yielded 
taxes. Again using $10,000 1945 income 
accruing single person base, inflation 
and growth combined would have resulted 
hypothetical 1957 “current income” $17,- 
550, shown Table The proportion 
this income surrendered taxes would have 
been 32.3 per ceut compared with 24.4 per 
cent for the $10,000 1945. Thus, inflation 
and growth combined resulted increase 
7.9 percentage points over what the tax rate 
would have been the absence increases 
both prices and real income per tax-paying 
unit. 

this point might noted that while 
increases individual money incomes via the 
growth route have the same general effects 
income tax revenues those arising from 
inflation, the implications are very different 
from the point view. The in- 
crease the proportion money incomes 
yielded taxes outgrowth price ad- 
vances results transfer real income 
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the Government and the loss real income 
the taxpayer—the Government, under these 
conditions, effect appropriates increas- 
ing share unchanged real income. 
the other hand, the increase the proportion 
money incomes taken the Government 
taxes arising from real economic growth re- 
sults sharing the fruits progress 
the Government and the individual, with the 
Government taking increasing share 
marginal real incomes—the Government, under 
these conditions, absorbing increasing share 
increasing real income. 


Inflation and Growth Under Actual Rates 


The preceding hypothetical situations have 
been presented highlight the opera- 
tion progressive income taxes context 
inflation and growth. practice, the ef- 
fects shown are modified changes tax 
legislation and therefore necessary 
final step examine the combined effects 
inflation, growth, and legislated changes upon 
the percentages income paid taxes. 

Table actual individual income tax 
rates for selected years are shown for infla- 
tion- and growth-expanded, “current,” in- 
comes for the single individual with de- 
pendents and married couple with two chil- 
dren. comparing the rates applying 
various levels fixed money income (Table 
with those applying the current incomes 
for the years listed, changes effective tax 
rates resulting from inflation and growth are 
revealed. 

Considering first the case the single in- 
dividual, will noted from Table that 
the effective rate taxation fixed net 
income $10,000 declined from 27.6 per cent 
1945 24.4 per cent 1957. Current in- 
come, however, reflecting both growth and 
inflation, increased from $10,000 $17,550 
during this period and the effective rate 
taxation rose 32.3 per cent—an increase 
7.9 percentage points between what would 
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have been paid the absence inflation and 
growth and that which actually was paid. 
The single individual the $10,000 income 
level not only failed enjoy reduction tax 
rates between 1945 and 1957, examina- 
tion the effective rates fixed money in- 
come Table would indicate, but his taxes 
per cent income were actually in- 
creased 4.7 percentage points (from 27.6 per 
cent 32.3 per cent) result having 
been placed higher income bracket. 

Single individuals with 1945 incomes the 
$10,000 level and below realized increase 
real income after taxes during the post- 
war period, since the gains real income 
exceeded the additional real 
rendered taxes. the $25,000 and 
$60,000 income levels, however, the increase 
the percentage real income paid taxes 
more than offset the gains real income, and 
real disposable income declined during the 
period. 


Because the income-splitting option intro- 
duced into the Internal Revenue Code 1948, 
the rates taxation fixed money incomes 
married couples with two children declined 
far more between 1945 and 1957 than was the 
case for single individuals. The divergence 
especially noticeable the higher surtax 
brackets. indicated Table the 
tive tax rate fixed net money income 
$10,000 dropped from 22.5 per cent 159 
per cent for the family man—a reduction 6.6 
per cent income—while the single person 
enjoyed reduction only 3.2 per cent 
income. result, tax loads married 
couples have declined markedly compared 
with those single persons. 

consequence the income-splitting 
feature, the family man most income levels 
has actually enjoyed some reduction the rate 
taxation paid current income between 
1945 and 1957, despite the increase income 
during that period. The effective tax rate 


Table PERCENTAGES INCREASED INCOMES PAID TAXES 
FOR SELECTED YEARS AND LEVELS INCOME* 


(Money income 1945 affected inflation and growth) 


Current Single In- Married 
Income dividual, Couple 
Dependents 


Children 
(Per Cent) 


Equivalents 


after deductions but before exemptions. 


Current Single In- Married 
Income dividual, Couple 
Equivalents Dependents 


(Per Cent) 


RCE: Commerce Clearing House, Master Tax Guide and Lasser, Your Income 


Year Year 
$1,000 $3,000 
1945 1,000 1945 3200 19.5 
1950 1,261 9.1 1950 3,783 15.5 6.4 
1955 1,607 12.5 1955 4821 18.6 10.0 
1957 1,755 13.2 1957 5,265 19.2 10.9 
$5,000 $10,000 
1945 5,000 22.1 1945 10,000 276 22.5 
1950 6,305 18.3 10.8 1950 12,610 16.0 
1955 8,035 22.3 1955 16,070 30.8 20.0 
1957 8,775 23.0 15.1 1957 17,550 32.3 20.9 
$25,000 $60,000 
1945 25,000 424 38.8 1945 60,000 59.6 57.7 
1950 31,525 39.8 26.0 1950 75,660 55.6 42.0 
1955 40,175 48.4 33.2 1955 66.0 51.2 
1957 43,875 50.1 35.0 1957 105,300 67.9 


the current income equivalent $10,000 
1945 declined from 22.5 per cent 1945 
per cent 1957 drop 1.6 per- 
centage points. Like the single man, however, 
the married man paid out considerably 
larger proportion his income taxes the 
result increased prices and real income per 
adult than would have paid had these 
factors not been present. should noted 
that the growth real before-tax income be- 
tween 1945 and 1957, combined with the 
rate-reducing effects income splitting, re- 
sulted gain real disposable income 
for married couples all income levels during 
the period. 

interesting note that between 1955 
and 1957, period during which tax rates 
remained unchanged, the forces inflation 
and growth increased the average income per 
adult that the current income equivalent 
$10,000 1945 rose from $16,070 $17,550. 
This increase income was sufficient raise 
the tax rate 1.5 percentage points for the 
single man and 0.9 percentage points for the 
married couple with two children. While this 
increase does not sound impressive, tax rates 
this level income were, effect, raised 
about per cent. 


Concluding Comment 
When the progressive income tax ex- 
amined against the background inflation and 
growth, becomes evident that legislated 
rates not convey the whole story the 
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burden income taxes. Apart from the effects 
upon individual incomes already shown, two 
other facets the case may considered 
briefly. First, since tax revenues expand more 
rapidly than incomes under inflation, public 
policy which contemplated that public and 
private spending were maintained 
fixed relationship one another would require 
periodic downward adjustments legislated 
rates. shorter periods, these rates might 
with which retire public debt and thus 
exercise check inflationary pressures. 
But over longer periods, failure adjust tax 
rates would lead either the growth public 
debt retirement that was not necessarily 
alignment with other policy objectives. 
Second, when inflationary trends continue 
over long periods time and current tax rates 
are maintained, the search for tax-sheltered 
investments and for other legal methods 
minimizing taxes may intensified. While 
tax-exempt securities provide safeguard 
against increasing rates taxation, they 
not protect against the hazard inflation. For 
this reason, situations offering the possibility 
capital gains which are taxed compara- 
tively moderate and proportional rates might 
receive increasing share investment in- 
terest. And, without periodic revision tax 
rates, seems likely that the pressure for 
special forms relief would magnified and 
the incentives for evasion greatly strengthened. 
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